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THE  BUDGET 

FINANCIAL  PROPOSALS  PRESENTED  BY  THE  ACTING 
MINISTER  OF  FINANCE 

Right  Hon.  W.  L.  MACKENZIE  KING 
(Prime  Minister)  moved: 

That  Mr.  Speaker  do  now  leave  the  chair  for 
the  house  to  go  into  committee  of  ways  and 
means. 

Hon.  J.  L.  ILSLEY  (Acting  Minister  of 
Finance)  : Mr.  Speaker,  it  is  a matter  of  uni- 
versal regret  that  since  the  presentation  of 
the  last  budget  the  Hon.  Mr.  Dunning,  the 
then  Minister  of  Finance,  has  been  obliged  to 
resign  by  reason  of  ill  health.  Sufficient  time 
has  not  elapsed  since  the  appointment  of  his 
successor  for  his  election  to  a seat  in  this  house, 
and  it  is  therefore  necessary  that  the  financial 
proposals  of  the  government  should  be  placed 
before  the  house  by  the  holder  of  another  port- 
folio. 

^ The  task  before  us  to-day,  like  many  a task 
in  war,  is  a difficult  and  disagreeable  one.  Bud- 
geting at  the  best  of  times  is  not  a pleasant 
business,  as  it  involves  essentially  the  counting 
^of  the  cost  of  what  we  do.  In  the  situation 
to-day,  when  we  are  entering  upon  a war  of 
whose  nature  and  duration  we  can  guess  only 
a little,  it  is  difficult  even  to  foresee  the  order 
of  magnitude  of  the  cost  we  shall  eventually 
have  to  incur,  and  to  pay.  Therefore,  our 
financial  plans  can  only  be  provisional  and  we 
must  be  prepared  to  adapt  them  to  changing 
circumstances.  But  it  is  doubly  important 
under  these  conditions  that  we  act  with  care, 
and  seek  to  avoid  financial  pitfalls  as  we  would 
the  stratagems  of  the  enemy.  We  shall  not 
make  the  mistake  which  was  justifiably  made 
when  Canada  entered  the  last  war,  expecting 
it  to  be  a short  and  only  moderately  expensive 
one.  We  know  that  mechanized  warfare  on 
the  modern  scale  is  tremendously  costly  and 
we  can  be  sure  that  if  the  war  continues  the 
cost  will  increase  probably  more  than  propor- 
tionately. Therefore  we  must  make  our  plans 
now  with  the  full  realization  that  we  may  be 
in  for  years  of  strenuous  national  effort. 

We  enter  this  war  at  a time  when  Canadian 
business  lias  been  reviving  from  the  recession 
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which  checked  our  recovery  from  the  great 
depression.  Without  attempting  to  describe 
economic  conditions  in  detail,  I would  draw 
your  attention  to  the  fact  that  conditions  have 
improved  substantially  in  the  four  months  that 
have  elapsed  since  the  last  budget.  Our  west- 
ern farmers  are  harvesting  a bountiful  wheat 
crop,  apparently  much  better  than  was  ex- 
pected a month  ago  when  earlier,  more  roseate 
prospects  were  being  threatened  by  weather 
conditions.  Wheat  prices  have  also  risen  con- 
siderably in  expectation  of  increased  war 
demand.  Construction  activity,  not  only  resi- 
dential but  industrial  and  commercial  as  well, 
has  shown  a notable  increase  due  in  substantial 
part  to  the  measures  enacted  by  Parliament 
to  stimulate  it.  Our  exports  both  to  the  United 
Kingdom  and  the  United  States  have  increased 
substantially.  In  spite  of  the  acute  political 
tension  in  Europe  during  the  last  few  months, 
business  sentiment  in  Canada  had  improved 
and  there  was  mounting  evidence  of  a new 
forward-looking  attitude.  Given  peace,  we 
might  legitimately  have  anticipated  a brisk 
recovery  during  the  balance  of  the  fiscal  year. 
Now  that  war  is  upon  us,  its  immediate  effects 
may  produce  hesitation  and  quietness  for  a 
month  or  two  in  view  of  the  shock  to  business 
confidence  and  the  necessity  of  making  read- 
justments to  war  conditions.  This  period  should 
not  last  long,  and  once  it  has  passed  we  may, 
I think,  expect  a more  rapid  expansion  due 
to  the  insatiable  demands  of  war. 

It  has  been  a matter  of  special  gratification 
to  note  the  comparatively  moderate  effect  of 
the  immediate  shock  of  war  upon  our  finan- 
cial markets.  It  was  only  natural  that  cer- 
tain reactions  should  take  place  in  the  open- 
ing days  of  a major  war  but  there  has  been 
no  closing  of  stock  exchanges,  no  public 
hysteria,  no  wholesale  liquidation,  no  strain 
upon  our  financial  institutions.  What  a con- 
trast with  the  cataclysmic  events  of  the  first 
two  weeks  of  August,  19141  What  has 
happened  is,  of  course,  a strong  tribute  to 
the  vastly  improved  position  which  we  enjoy 
to-day.  True,  we  start  with  a much  higher 
public  debt,  but  in  most  other  respects  our 
economy  is  infinitely  stronger.  We  are  no 
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longer  dependent  on  vast  imports  of  foreign 
capital  on  which  the  old  pre-war  boom  was 
based.  During  and  since  the  war,  Canadian 
savings  have  increased  enormously  and  we 
have  built  up  a vast  and  efficient  mechanism 
for  the  mobilization  of  these  savings.  The 
strength  of  our  banking  system  has  always 
been  recognized,  but  the  changes  which  we 
have  made  in  monetary  and  banking  legis- 
lation during  the  last  few  years  have  greatly 
improved  its  efficiency  and  flexibility  and 
its  ability  to  promote  the  public  welfare  in 
wartime  as  well  as  in  peacetime.  In  recent 
years  we  have  increased  enormously  the 
diversification  of  our  industries,  and  in  par- 
ticular the  remarkable  expansion  of  our  min- 
ing and  metal  industries  will  be  of  unique 
importance  in  a modern  war.  In  every  way 
we  are  far  better  able  to  undertake  immedi- 
ately the  great  economic  tasks  which  war 
has  thrust  upon  us. 

Coming  to  my  inimediate  task,  I will  en- 
deavour first  to  review  the  outlook  for  our 
revenues  and  expenditures  for  the  present 
fiscal  year  in  the  light  of  the  new  develop- 
ments. You  will  not,  I am  sure,  expect  me 
to  deal  with  these  matters  in  the  detail  which 
is  usual  in  an  ordinary  budget  address,  and 
I know  that  you  will  be  ready  to  make 
allowances  for  the  difficulties  which  inevit- 
ably present  themselves  to  anyone  who 
must  attempt  the  role  of  forecasting  the 
probable  course  of  events  during  even  the 
next  few  months.  No  one  can  predict  with 
any  measure  of  confidence  precisely  what 
lies  ahead  of  us,  and  the  estimates  which  I 
will  give  you  should  be  regarded  merely  as 
rough  approximations  based  on  our  view 
of  the  probable  course  of  events. 

You  will  recall  that  in  April  last  the  then 
Minister  of  Finance  forecast  total  revenues 
of  $490,000,000  for  the  present  fiscal  year. 
While  during  the  first  five  months  of  the 
year  the  receipts  from  certain  taxes,  par- 
ticularly income  tax,  were  possibly  lower 
than  he  had  anticipated,  I now  expect  that 
our  present  tax  structure,  without  any 
revision,  will  probably  produce  a higher 
revenue  for  the  year  as  a whole  than  he  had 
estimated,  because  of  the  expansion  of  pro- 
duction and  incomes  which  should  result 
within  a relatively  short  time  from  our  own 
expenditures  on  war  activity  and  the  prob- 
able placing  of  substantial  war  orders  in  this 
country  by  one  or  more  allied  governments. 
For  our  present  purposes  it  is  now  antici- 
pated that,  if  there  were  no  changes  in  our 
tax  structure,  our  total  revenues  for  the  year 
would  be  of  the  order  of  $495,000,000. 

On  the  side  of  expenditure  it  is  far  more 
difficult  to  forecast  the  final  result  of  the  year’s 


operations.  In  the  budget  of  last  April  the 
probable  total  expenditure  for  the  year  was 
estimated  at  $550,100,000,  exclusive  of  any 
further  losses  in  respect  of  wheat  and  exclusive 
of  certain  defence  expenditures  which  are  being 
capitalized  under  the  special  sinking  fund  plan. 

For  many  obvious  reasons  it  is  still  not  feasible 
or  advisable  to  make  any  estimate  of  the  prob- 
able financial  results  of  the  wheat  marketing 
program,  although  it  wdll  be  clear  to  everyone 
that  the  substantial  change  which  has  taken 
place  in  wheat  prices  will,  to  say  the  least, 
greatly  ease  the  burden  that  might  otherwise 
have  had  to  be  borne  by  the  national  treasury. 
Fortunately,  also,  the  splendid  wheat  crop 
which  is  now  being  harvested  in  western  Can- 
ada should  reduce  to  rather  modest  proportions 
any  expenditures  that  might  otherwise  have 
had  to  be  made  under  the  Prairie  Farm 
Assistance  Act.  With  the  certainty  of  a good 
wheat  crop  and  as  a result  of  the  gradual  im- 
provement in  business  which  has  already  taken 
place,  the  appropriations  already  made  by 
parliament  for  deficits  of  government-owned 
enterprises  will,  I believe,  prove  adequate.  This 
leaves  for  consideration,  in  respect  of  the  items 
budgeted  for  last  session,  mainly  our  ordinary 
and  capital  expenditures  and  special  expendi- 
tures for  unemployment  relief  and  for  projects 
designed  primarily  to  alleviate  the  problem  of 
unemployment. 

In  considering  these  expenditures  there  is  ^ 
one  outstanding  point  which  should  be  stressed, 
namely  that  the  magnitude  of  the  new  burdens  / 
thrust  upon  us  makes  it  imperative  that  we  || 
should  do  everything  that  is  practicable  to  Jl 
conserve  our  resources  and  to  economize  on  jj 
any  expenditures  which  are  not  urgently  needed  ‘‘ 
in  the  national  interest.  It  would,  of  course, 
be  ‘‘penn}^  wise,  pound  foolish”  to  curtail  ’ji 
expenditures  so  suddenly  and  so  drastically  as 
to  aggravate  seriously  the  unemployment  proib-  || 
lem  before  the  stimulating  effects  of  war  | 
expenditures  and  foreign  purchases  in  our  ■> 
markets  have  acquired  that  momentum  which  i 
will  almost  certainly  bring  our  economy  ulti-  I 
mately  to  a position  of  maximum  productivity 
and  full  employment.  It  is  therefore  neces-  f 
sary  to  distinguish  between  a policy  that  may  m 
be  appropriate  for  the  next  two  or  three  months  1 ' 
and  what  should  be  done  in  the  later  months  i 
of  this  fiscal  year  or  in  the  later  years  of  war.  | 
Parliament  can  be  assured  that  while  our  policy 
will  be  to  conserve  our  resources  to  the  maxi- 
mum  practicable  extent  and  to  secure  the  | [ 
maximum  possible  economies  in  the  appropria-  1 
tions  already  granted  by  parliament,  that  I 
policy  will  not  be  carried  out  in  such  a way  as 
to  aggravate  unemployment  and  retard  the 
prompt  expansion  of  production  and  national 
income. 
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Finally,  we  must  take  into  account  the  sum 
of  $100,000,000  which  we  have  asked  parlia- 
ment to  appropriate  in  order  to  meet  the 
special  expenditures  necessitated  by  the  exist- 
ing state  of  war. 

Including  this  amount,  it  is  now  estimated 
that  our  total  expenditures  for  the  year  will 
aggregate  approximately  $651,000,000,  not  in- 
cluding the  two  items  of  capitalized  defence 
expenditures  and  any  further  losses  in  the 
marketing  of  wheat.  If  we  deduct  from  this 
sum  the  estimate  I have  given  of  $495,000,000 
for  our  total  revenues  for  the  year,  we  arrive 
at  an  anticipated  deficit  of  $156,000,000,  exclu- 
sive of  the  two  items  just  mentioned.  In 
view  of  the  magnitude  of  that  sum  and,  if  the 
war  continues,  of  the  additional  sums  which 
we  may  have  to  raise  in  subsequent  years  as 
well  as  the  importance  of  the  effects  on  our 
economy  of  the  particular  policies  which  may 
be  followed,  it  is  appropriate  for  me  to  make 
some  comments  on  the  general  problem  of 
war  finance  before  I announce  the  specific 
proposals  which  I have  to  make. 

First  of  all  let  me  emphasize  that  however 
we  finance  the  cost  of  the  war,  whether  by 
taxation  or  by  borrowing  or  by  inflation,  we 
cannot  escape  its  real  costs.  By  the  real 
costs  I mean  the  goods  and  services  which 
have  to  be  sacrificed  out  of  our  current  pro- 
duction to  meet  the  needs  of  war.  We  shall 
have  to  devote  a vast  quantity  of  materials 
and  the  work  of  many  thousands  of  men  to 
produce  the  foodstuffs,  the  equipment  and  the 
munitions  which  are  used  by  those  who  are 
drawn  out  of  peace-time  occupations  to  serve 
the  needs  of  defence.  To  destroy  the  menace 
of  Hitlerism,  we  must  be  prepared  to  sacri- 
fice what  the  use  of  these  materials  and  the 
labour  of  these  men  would  otherwise  have 
provided  for  us  in  terms  of  better  and  more 
secure  living.  If  we  must  devote  a great  deal 
of  our  labour  to  making  guns  and  military 
supplies,  we  shall  have  to  do  without  what- 
ever would  have  been  produced  in  their  place 
■in  peace-time. 

We  can,  however,  lighten  the  burden  imposed 
by  this  real  sacrifice  if  we  expand  our  total 
employment  and  production.  To  the  extent 
that  we  can  put  our  unemployed  men  and 
equipment  to  work  producing  what  we  need 
for  war,  we  will  have  to  divert  less  resources 
away  from  normal  uses.  In  many  cases  we 
may  need  to  use  on  war  work  specialized  men 
and  equipment  which  are  already  employed, 
but  we  can  cut  down  the  real  costs  involved 
in  doing  so  if  we  can  replace  them  in  their 
normal  work  by  somewhat  less  skilled  labour 
or  loss  specialized  equipment  which  may  now 
be  unemployed.  We  can  reduce  the  cost 


further  by  developing  more  skilled  labour, 
by  better  organization  and  by  more  effective 
utilization  of  all  our  resources.  Conditions 
of  war  will  not  only  demand  but  probably 
also  make  possible  the  full  utilization  of  our 
manpower  and  equipment.  The  urgent  de- 
mands of  ourselves  and  our  allies  for  supplies 
of  all  kinds  and  the  will  of  a united  people 
to  win  the  war,  even  at  the  cost  of  some 
regimentation  which  might  not  be  acceptable 
to  a democratic  people  in  peace-time,  will 
provide  that  impetus  to  expansion  of  produc- 
tion and  capital  investment  which  has  been 
lacking  in  these  recent  years  of  uncertainty 
and  fear. 

In  this  connection  we  recall  how  rapidly 
Canadian  business  responded  to  the  needs 
of  our  own  and  allied  governments  during  the 
last  war.  Industrial  capacity  was  rapidly 
expanded  and  at  the  peak  one-third  of  our 
manufacturing  industry  was  engaged  on  war 
orders  for  other  countries.  Similarly  agricul- 
ture and  the  mining  industry  received  power- 
ful stimuli  from  the  urgent  demands  of 
allied  governments  for  foodstuffs,  metals  and 
minerals.  Our  exports  increased,  enormously 
— from  432  million  dollars  in  1914  to  1,540 
million  dollars  in  1918.  Exports  of  shells  and 
explosives  alone  rose  from  a few  million 
dollars  in  the  first  year  of  war  to  390  million 
dollars  in  1917  and  during  the  war  period 
approximately  one  billion  dollars  worth  of 
shells  and  explosives  were  shipped  overseas. 
The  new  wealth  of  resources  and  capacities 
which  the  necessities  of  the  conflict  developed 
in  Canada  was  an  important  offset  to  the 
enormous  cost  and  wastage  of  the  struggle. 

Whatever  such  offsets  may  be,  it  is 
important  to  emphasize  that,  as  I have  already 
said,  the  real  costs  of  war  must  come  out  of 
current  production,  out  of  the  goods  and 
services  produced  during  the  war.  It  is  true 
that  some  stocks  of  military  supplies  may 
be  on  hand  at  the  beginning  of  a war,  but 
their  importance  is  slight  for  a war  of  any 
duration.  Borrowing  abroad  may  enable  a 
belligerent  country  to  supplement  its  current 
production  with  an  excess  of  imports  but 
such  borrowing  is  usually  difficult  in  wartime 
and  leaves  the  country  wflth  the  need  of 
making  real  payments  abroad  after  the  war 
is  ended.  Taking  it  by  and  large  the  fact 
is  that  the  shells  that  are  fired  and  the  other 
goods  and  services  that  are  used  up  in  the 
course  of  a war  must  be  produced  during  the 
period  of  the  war.  This  being  the  case,  it 
follows  that,  and  I repeat  it  again,  in  real 
terms,  namely,  in  terms  of  the  loss  to  the 
nation  of  this  production,  a war  is  paid  for 
substantially  during  its  duration.  Obviously 
this  simple  fact  has  very  important  implica- 
tions for  any  program  of  war  finance. 
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There  may  be  some  who  feel  that  borrow- 
ing at  home  may  enable  us  to  shift  part  of  the 
burden  to  the  next  generation.  Ill-considered 
and  excessive  domestic  borrowing,  of  course, 
may  add  unnecessarily  to  the  burdens  of  cer- 
tain members  of  the  present  and  post-war 
generations  who  will  find  it  necessary  to  pay 
interest  to  those  of  their  fellows  who  may  be 
bondholders.  But  the  war  generation  does 
not  thereby  shift  its  own  real  burden  on  to 
posterity  because  borrowing  at  home  does  not 
enable  us  to  borrow  from  future  production 
the  physical  goods  and  services  that  are  used 
up  during  a war.  Borrowing  at  home  is  merely 
one  means  of  diverting  our  production  into 
war  requirements,  a means  which  is  less  painful 
at  the  time  but  which  ultimately  requires  a 
somewhat  greater  resort  to  taxation.  When 
we  borrow  a hundred  dollars  from  one  of  our 
citizens  and  spend  it  on  war  supplies,  he  is 
thereby  prevented  from  spending  that  hundred 
dollars  on  his  own  consumption  or  investing 
it  to  enable  someone  else  to  spend  it  on  some 
kind  of  capital  production.  In  future  years 
we  will  have  to  pay  him  not  only  the  prin- 
cipal but  interest  as  well.  Obviously  we  could 
accomplish  the  same  diversion  by  taxing  the 
hundred  dollars  away  from  him.  Diversion 
by  this  method  alone,  that  is  to  say,  by  a 100 
per  cent  taxation  or  pay-as-you-go  policy 
would  seem  at  first  sight  to  represent  the  ideal 
policy  of  war  finance;  in  principle  it  would 
appear  to  be  the  most  logical,  the  most 
equitable,  the  least  likely  to  create  disturbances 
and  dislocations.  But,  in  the  first  place,  this 
takes  no  account  of  the  desire,  indeed  the 
necessity,  of  individuals  making  some  savings 
to  provide  for  a rainy  day,  and  an  effort  to 
take  so  much  in  taxation  that  individual  sav- 
ings would  be  practically  wiped  out,  would 
become  so  disruptive  in  character  as  in- 
evitably to  produce  disorganization  and  public 
discontent.  In  the  second  place,  realism  com- 
pels us  to  admit  that  a pay-as-you-go  policy 
has  to  take  account  of  the  psychological  re- 
actions to  taxation.  In  other  words,  we  must 
recognize  that  when  diversion  by  means  of 
taxation  rather  than  borrowing  is  carried  too  far 
the  average  citizen  begins  to  feel  that  there 
is  no  use  in  his  working  for  any  additional 
income  and  therefore  he  d-oes  not  put  his  best 
effort  into  his  work  with  the  result  that 
efficiency  and  production  fall  off.  If  we  can- 
not maintain  our  production  at  maximum 
efficiency  we  may  lose  the  war,  and  at  least 
the  real  costs  of  the  war  will  increase.  It  is 
By  a reasonable  balancing  of  these  various 
iconsiderations  that  we  have  to  decide  how 
much  to  tax  and  how  much  to  borrow. 

We  can  also  divert  our  resources  to  war 
purposes  by  inflation.  We  can  create  addi- 
tional supplies  of  money  and  use  them  to 


purchase  what  we  need.  In  this  case,  just  as 
in  the  others,  what  we  take  for  war  purposes 
someone  else  must  do  without.  Instead  of 
taking  money  from  the  individual  citizen  in 
the  form  of  taxes  or  loans,  we  put  our  new 
money  into  competition  with  his  old  money 
and  take  the  goods  and  services  away  from 
him  by  forcing  prices  up  against  him.  Of 
course  this  new  supply  of  money  will  then 
go  into  general  circulation  and  will  continue 
to  compete  with  the  former  supply.  There- 
fore to  continue  getting  the  supplies  that  we 
need  we  must  necessarily  continue  issuing 
more  and  more  money,  thus  driving  prices  up 
farther  and  farther.  If  it  is  replied  that  we 
should  control  prices  rigidly,  then,  assuming 
that  all  prices  under  such  conditions  could 
be  effectively  controlled — a very  optimistic 
assumption — we  would  have  to  prevent  the 
public  from  spending  its  money  by  some 
other  means  such  as  a drastic  system  of 
rationing  all  commodities.  In  that  case  the 
citizen  would  get  paid  in  money  which  he 
could  not  spend  freely.  In  other  words,  he 
has  in  effect  been  compelled  to  make  a forced 
loan  to  the  government  on  which  he  receives 
no  interest.  It  must  be  realized,  therefore, 
that  this  inflationary  method  of  financing  a 
war  is  easily  the  most  unfair  and  inequitable 
of  all  the  methods  of  diverting  labour  and 
materials  to  war-time  purposes.  It  represents 
merely  a thinly  disguised  scheme  of  taxation 
of  a most  unjust  type.  It  throws  a grossly 
unfair  proportion  of  the  burden  upon  the 
person  of  small  or  medium  income,  the  wage 
earner,  the  salaried  man  and  those  who  have 
savings  deposits,  insurance  policies  or  securities 
of  any  kind  whose  value  is  fixed  in  money. 

It  represents  a complete  violation  of  the 
principle  of  taxation  in  accordance  with  ability 
to  pay.  It  leaves  in  its  wake  a host  of 
troubles  such  as  chronic  dislocations  between 
industries,  incomes  and  prices  which  are  most 
difficult  to  cure,  very  serious  damage  to 
business  and  public  morale,  and  high  interest 
rates.  If  long  continued,  it  can  end  only  in 
complete  collapse.  These  and  other  results  of 
drastic  inflation  can  be  illustrated  from,  the 
experience  of  many  countries  during  the  last 
war. 

Canada’s  record  in  that  war  was  much  better  | 
than  that  of  most  other  countries.  But  like  < 
the  other  belligerents  she  met  the  major  < 
portion  of  the  cost  of  the  war  out  of  borrow-  l : 
ings  and  credit  expansion.  We  had  no  | j 
previous  experience  in  financing  a major  war  \ 
and  in  any  case  the  imposition  of  a weight  \ 
of  taxation  sufficient  to  pay  for  the  whole  i ' 
cost  of  the;  war  would  have  been  too  révolu-  1 1 
tionary  a ^tep  to  take.  Prior  to  1914  the  | i 
dominion  government  had  relied  for  its 
revenues  almost  exclusively  on  customs  duties  ; 
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and  a few  excise  duties.  It  had  no  system  of 
general  taxation  or  established  machinery  for 
directly  taxing  the  net  incomes,  profits  and 
wealth  of  individuals.  The  sudden  introduc- 
tion of  such  taxation  measures  on  the  scale 
required  would  have  been  too  drastic  to  be 
either  economically  or  politically  practicable. 
Her  own  financial  program  and  perhaps  more 
importantly  the  influence  on  world  prices  of 
the  inflationary  financing  of  many  other 
countries  resulted  in  a drastic  expansion  of 
bank  credit,  a rapid  rise  in  prices  and  a 
redistribution  of  the  national  income.  Prices 
and  the  cost  of  living  rose  more  rapidly  than 
wages  and  interest  oh  old  debts.  Industrial 
profits  and  property  incomes  increased  while 
the  real  income  of  wage-earners  and  individuals 
receiving  interest  payments  at  fixed  rates 
declined,  or  rose  less  rapidly.  It  was  this 
reduction  in  the  real  income  of  one  section 
of  the  community  and  the  creation  of  large 
surpluses  in  the  hands  of  other  sections  willing 
to  lend  to  the  government  that  in  consider- 
able part  at  least  made  possible  Canada’s 
remarkable  record  in  mobilizing  public  savings 
through  the  various  war  and  victory  loan 
programs.  The  decline  in  the  relative  standard 
of  living  suffered  by  certain  groups,  the  rapid 
increase  in  savings  and  the  postponement  of 
needed  capital  facilities  made  possible  the 
enormous  volume  of  war  loans  and  represented 
the  sacrifices  necessary  for  the  conduct  of  the 
war. 

No  country  had  the  courage  to  finance  the 
great  war  solely  by  resort  to  taxation  and 
borrowings  out  of  savings.  As  already  indi- 
cated, the, record  of  some  countries  was  much 
better  than  that  of  others  but  all  suffered  from 
a world-wide  inflationary  rise  of  prices  of 
enormous  magnitude.  For  the  last  twenty 
years  the  world  has  been  paying  the  price — a 
1 colossal  one.  Indeed  it  is  perhaps  not  too 
[much  toi  say  that  some  of  the  roots  of  the 
Ipresent  war  are  to  be  found  in  the  world-wide 
unsound  financing  of  the  last  war  and  the 
great  economic  dislocations  and  continuing 
burdens  of  which  it  was  in  part  the  cause.  It 
is  to  be  hoped  that  in  the  present  war  the 
world  may  be  able  to  avoid  a repetition  of 
that  experience. 

All  this  is  not  to  say  that  a small  and  care- 
fully regulated  amount  of  credit  expansion  may 
not  be  desirable  in  the  early  stages  of  the  war 
in  order  to  assist  the  increase  of  production 
and  employment.  It  must  be  small  and  care- 
fully controlled  because  its  effects  which  may 
not  appear  immediately  are  cumulative  and 
otherwise  might  get  out  of  hand.  If  at  the 
beginning  of  the  war  there  are  unemployed 
resources,  some  credit  expansion  may  give 
an  impetus  to  their  prompt  utilization.  If  it 
is  carefully  controlled,  the  expansion  of  pro- 


duction may  prevent  any  abnormal  rise  in 
prices,  confidence  may  be  maintained  and  the 
initial  impetus  may  be  carried  on  and 
accelerated  by  the  insistent  demand  that  exists 
for  supplies.  However,  as  soon  as  the  expan- 
sion of  employment  and  production  gets  well 
under  way  and  certainly  before  it  approaches 
its  limits,  further  expansion  of  the  supply  of 
money  and  credit  must  be  stopped  if  the 
danger  of  progressive  inflation  is  to  be  avoided. 
With  an  economy  at  full  production  and  em- 
ployment, the  only  result  of  expanding  money 
and  credit  is  to  raise  prices  without  increasing 
production.  At  such  a point  commences  the 
cumulative  spiral  of  inflation  with  all  its  deadly 
consequences  to  the  economy. 

It  is  with  these  fundamental  considerations'^ 
in  mind  that  we  have  decided  upon  our  policy 
of  war  finance.  Because  we  believe  it  is  the 
part  of  wisdom,  we  shall  follow  as  far  as  may 
be  practicable  a pay-as-you-go  policy.  In 
imposing  the  new  tax  burdens  which  this 
policy  will  require  we  shall  be  guided  by  the 
belief  that  all  our  citizens  will  be  ready  to 
bear  some  share  of  the  cost  of  the  war,  but 
we  shall  insist  on  the  principle  of  equality  of 
sacrifice  on  the  basis  of  ability  to  pay.  We 
shall  not  of  course  be  able  to  meet  all  war 
costs  by  taxation,  because,  as  already  indi- 
cated, there  is  a limit  to  the  taxes  that  can 
be  imposed  without  producing  inefficiency,  a 
lack  of  enterprise,  and  serious  discontent.  As 
the  first  necessity  is  to  win  the  war  as  quickly 
as  possible  and  without  undue  cost,  we  cannot 
carry  taxes  beyond  the  point  where  they  seri- 
ously interfere  with  production.  But  we  are 
not  prepared  to  be  timid  or  lighthearted  in 
judging  where  this  point  lies,  if  need  arisesj^ 
What  we  cannot  meet  by  taxation  we  shall 
finance  by  means  of  borrowing  from  the  Cana- 
dian public  at  rates  as  low  as  possible.^  There 
may  be  some  who  expect  or  fear  that  interest 
rates  will  rise  substantially,  perhaps  a few  who. 
are  thinking  in  terms  of  conditions  during  ih^ 
last  war.  Such  a view  completely  overlooks- 
the  vast  changes  that  have  taken  place.  We- 
do  not  expect  that  any  material  change  in 
interest  rates  from  peace-time  levels  will  be 
necessary  to  attract  a sufficient  portion  of  the 
large  increase  in  savings  which  should  be  pro- 
duced by  the  expanding  production  and  in- 
comes under  war-time  conditions.  And  we 
refuse  to  believe  that  those  of  our  people  who 
will  benefit  from  the  new  conditions  would 
seek  to  talve  advantage  of  war  necessities  to 
diemand  any  undue  increase  in  the  interest 
rates  which  we  have  paid  in  peace-time. 

I have  already  indicated  the  basis  for  dis- 
tinguishing two  major  periods  in  our  pro- 
gram— the  initial  period  of  expansion  and 
preparation  and  the  main  period  of  full  war 
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effort.  We  commence  the  initial  period  im- 
mediately, and  the  paramount  need  is  to  get 
things  moving  as  rapidly  as  possible  in  the 
proper  direction.  Our  own  expenditure  on 
defence  and  preparation  will  furnish  an  import- 
ant stimulus  to  the  expansion  of  economic 
activity.  There  will  be  two  additional  sources 
of  stimulus,  first,  the  orders  which  we  expect 
some  of  our  allies  to  place  in  Canada  for 
essential  foodstuffs,  raw  materials  and  muni- 
tions; and  secondly,  the  private  capital  expen- 
ditures which  will  probably  be  necessary  in 
order  to  place  our  industry  on  an  adequate 
footing  to  meet  war  requirements.  These 
expenditures  will  probably  soon  be  large 
enough  to  bring  a rapid  expansion  of  employ- 
ment and  incomes.  Out  of  these  enlarged  in- 
comes the  public  will  be  able  to  contribute 
more  tax  revenues  and  more  savings.  During 
the  next  few  months,  while  we  are  starting 
the  process  of  getting  all  our  available  resources 
into  useful  employment,  the  expansion  in  tax 
revenues  from  either  existing  or  new  sources 
may  not  provide  for  any  very  important  part 
of  our  increased  expenditures.  We  shall  have 
to  do  some  borrowing  but  the  initial  operation 
will  probably  be  of  a very  short-term  character 
and  be  designed  to  promote  the  immediate 
expansion  of  productive  activity.  It  would  be 
unwise  and  probably  impracticable  to  attempt 
at  an  early  stage  any  large  borrowing  opera- 
tion designed  to  draw  heavily  upon  public 
savings.  Only  after  the  initial  period  of  ex- 
pansion is  well  under  way  should  we  find  it 
necessary  to  offer  a loan  for  general  public  sub- 
scription in  order  that  savings  may  be  put 
directly  to  use. 

By  the  time  we  have  achieved  the  second 
stage  of  full  war  effort  our  national  income  will 
have  increased  so  substantially  that  our  exist- 
ing taxes  will  yield  a much  higher  revenue  than 
during  the  last  year  or  two.  Not  only  will 
there  be  a greater  volume* and  value  of  sales 
but  the  rise  in  individual  earnings  will  bring 
more  incomes  into  the  higher  taxation  brackets 
and  there  will  be  additional  business  profits 
subject  to  tax.  Consequently,  the  increase  in 
dominion  revenues  should  be  larger,  propor- 
tionately, than  the  increase  in  the  national 
income.  Nevertheless,  our  special  expenditures 
caused  by  war  conditions  will  be  substantially 
increased,  and  while  certain  expenditures  that 
have  caused  heavy  drains  upon  the  treasuiy 
in  recent  years,  such  as  those  for  unemploy- 
ment relief  and  wheat  marketing,  may  be 
largely  or  wholly  eliminated,  it  can  never 
be  forgotten  that  we  start  the  war  with  a 
dominion  budget  heavily  unbalanced  under 
peace-time  conditions.  It  is  obvious,  there- 
fore, that  additional  taxes  should  be  imposed 
immediately.  I am  confident  that  the  Cana- 


dian public  as  a whole  will  expect  this  parlia- 
ment to  have  sufficient  courage  to  impose 
upon  them  such  new  or  additional  levies  as 
will  demonstrate  an  immediate  and  resolute 
effort  to  pay  our  way. 

In  this  spirit  we  have  prepared  the  program 
of  tax  increases  which  I am  now  about  to 
recommend  to  the  house.  They  may  be 
regarded  in  some  quarters  as  drastic,  but  I am 
sure  that  the  Canadian  public  will  accept 
them  as  an  inevitable  incident  of  the  vital 
struggle  in  which  we  are  engaged  and  as 
essential  to  avoid  greater  evils  and  burdens 
at  a later  date.  They  are  comprehensive  in 
their  incidence  because  we  believe  that  no 
person  will  desire  to  escape  some  additional 
taxation.  They  have  been  carefully  studied 
to  make  sure  that  they  will  be  in  conformity 
with  our  fundamental  aim  of  providing  for 
equality  of  sacrifice  on  the  basis  of  ability 
to  pay. 

The  main  feature  of  this  tax  program  is  an 
excess  profits  tax  of  general  application.  If 
we  are  not  to  impair  the  incentive  to  maximum 
efficiency  or  retard  the  prompt  utilization  of 
our  entire  resources  and  the  achievement  of 
full  productivity  and  employment  we  must 
be  able  to  hold  out  to  business  men  the  oppor- 
tunity of  making  a reasonable  profit  and  also 
the  chance  of  securing  some  compensation  for 
exceptional  efficiency  and  willingness  to  take 
the  risks  inherent  in  industrial  enterprise  in 
war-time.  But  under  war-time  conditions  ^ 
when  important  sacrifices  are  being  asked 
from  the  humblest  citizen  and  when  human 
lives  are  at  stake,  no  government  ^can  justify, 
the  making  of  profits  that  are  excessive  or  un- 1 
reasonable. 

It  is  an  extremely  difficult  matter  to  devise 
an  excess  profits  tax  which  will  be  fair  to  all 
kinds  of  businesses.  No  one  who  has  not 
attempted  to  draft  such  a measure  can  appre- 
ciate the  range  of  thorny  problems  involved. 
In  the  first  place  the  normal  rate  of  profits 
is  not  the  same  for  all  industries.  Risks  are 
far  greater  in  some  businesses  than  in  others 
and,  accordingly,  the  rate  of  return  must  be 
higher  if  such  risky  industries  are  to  obtain 
the  capital  they  need  and  to  survive.  They 
would  be  severely  discriminated  against  under 
a general  measure  which  taxed  all  profit  above 
a common  level  on  the  assumption  that  the 
annual  rate  of  return  should  everywhere  be 
the  same.  Furthermore,  not  all  businesses  re- 
quire the  same  proportion  of  capital  in  rela- 
tion to  value  of  output.  Thus  under  normal 
conditions  with  no  excess  profits  being  made, 
the  ratio  of  profits  to  capital  of  a company 
in  a business  using  relatively  a small  amount 
of  capital  will  appear  abnormally  high  even 
though  there  be  no  profiteering.  Thus,  w^hile 
an  excess  profits  tax  based  on  rate  of  return 
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on  capital  may  be  entirely  fair  and  reasonable 
over  a wide  range  of  industry,  there  are  in- 
stances where  it  would  operate  with  undue 
hardship.  This  should  be  recognized  at  the 
outset  and  provided  for. 

The  United  Kingdom  in  its  recently  imposed 
tax  on  armaments  profits  adopted  the  method 
of  imposing  the  tax  on  the  increase  in  the 
amount  of  a firm’s  profits  as  compared  with 
the  average  profit  made  by  the  firm  in  recent 
years.  This  method  assumes  that  profits  in 
the  selected  base  years  might  fairly  be  re- 
garded as  normal,  and  therefore  that  any 
increase  over  this  normal  rate  is  the  measure 
of  excess  profits  due  to  war  conditions.  The 
United  Kingdom  taxes  such  abnormal  profits 
at  the  rate  of  60  per  cent.  The  method  may 
work  with  reasonable  fairness  in  the  United 
Kingdom  for  the  limited  number  of  com- 
panies to  which  it  applies  but  in  Canada  it 
would  not  be  satisfactory  for  a measure  of 
general  application  because  a number  of  our 
industries  have  not  been  making  normal 
profits  in  recent  years,  and  indeed  in  some 
cases  have  not  been  making  any  profits  at  all. 

It  is  obvious,  therefore,  that  each  of  the 
two  general  methods  of  taxing  excess  profits, 
which  I have  discussed,  would  operate  un- 
fairly in  certain  cases.  After  much  study 
and  careful  consideration  with  a view  to 
being  fair  to  all  types  of  business,  it  was 
decided  to  combine  the  two  methods  as 
alternatives  in  the  measure  which  we  are 
recommending  to  the  house.  Accordingly  a 
business  concern  may  elect  to  be  taxed  on 
either  one  of  the  two  bases,  that  is  to  say, 
either  on  the  basis  of  a graduated  scale 
of  rates  of  profit  on  capital  employed,  or 
on  the  increase  in  profits  over  the  average 
of  the  past  four  years.  Where  one  basis 
might  give  rise  to  injustice  or  hardship, 
the  business  concern  may  elect  to  be  taxed 
under  the  alternative  basis.  It  is  believed 
that  this  arrangement  will  have  the  effect 
of  reducing  to  a minimum  any  injustices 
or  undue  hardships  which  might  be  inherent 
in  either  of  the  two  methods  used  alone. 

With  regard  to  rates  of  taxation,  the 
following  schedule  will  apply  where  the  tax- 
payer elects  to  be  taxed  on  the  basis  of 

percentage  return  on  capital  employed: — 

On  that  portion  of  profits  in  excess  of 

5 per  cent  and  not  in  excess  of  10  per  cent, 
a rate  of  10  per  cent. 

On  that  portion  of  profits  in  excess  of 

10  per  cent  and  not  in  excess  of  15  per  cent, 
a rate  of  20  per  cent. 

On  that  portion  of  profits  in  excess  of 

15  per  cent  and  not  in  excess  of  20  per  cent, 
a rate  of  30  per  cent. 


On  that  portion  of  profits  in  excess  of 
20  per  cent  and  not  in  excess  of  25  per  cent, 
a rate  of  40  per  cent. 

On  that  portion  of  profits  in  excess  of 
25  per  cent,  a rate  of  60  per  cent. 

Where  the  taxpayer  elects  to  be  taxed 
on  the  alternative  basis,  he  will  be  required 
to  pay  to  the  treasury  50  per  cent  of  any 
profits  in  excess  of  his  average  annual 
profits  in  his  previous  four  fiscal  periods. 
In  view  of  the  increase  in  the  tax  on  cor- 
porate profits,  to  which  I shall  later  refer, 
this  will  mean  a tax  of  approximately  the 
same  severity  as  that  applied  to  armament 
profits  in  the  United  Kingdom. 

It  should  be  pointed  out  at  once  that  this 
tax  on  excess  profits  is  to  be  levied  on  all 
businesses  whether  incorporated  or  not  and 
whether  increased  profits  are  the  result  of 
war  contracts  or  not.  The  reason  for  its 
application  to  all  business  firms  is,  of  course, 
that  under  war-time  conditions  it  is  impos- 
sible to  distinguish  between  the  firm  which 
is  making  larger  profits  directly  because  of 
armament  orders  and  other  firms  whose  profits 
are  expanding  as  a result  merely  of  a higher 
volume  of  business  or  possibly  a higher  price 
level  due  to  war-time  conditions.  Further- 
more, the  excess  profits  tax  will  be  in  addition 
to  all  other  taxes  currently  in  force.  In  this 
respect  the  present  measure  differs  from  the 
Business  Profits  War  Tax  which  was  levied 
during  the  last  war.  At  that  time  business 
corporations  paid  either  the  corporate  income 
tax  or  the  business  profits  war  tax,  which- 
ever was  the  higher.  Under  the  new  measure 
which  we  are  recommending,  the  corporate 
income  tax  will  be  regarded  as  an  expense 
in  calculating  the  amount  of  excess  profits  for 
tax  purposes.  That  is  to  say,  it  is  the  amount 
of  profits  left  in  the  hands  of  a business 
concern  after  paying  income  tax  which  will  be 
subject  to  the  excess  profits  tax.  This  new 
tax  will  be  applicable  to  profits  earned  in 
the  year  1940  and  in  the  fiscal  periods  ending 
therein  after  March  31,  1940. 

I should  add  that  problems  arising  out  of 
certain  special  circumstances  will  be  provided 
for  in  the  bill.  We  must  also  contemplate 
that  if  Canadian  industry  is  to  be  able  to 
meet  the  urgent  demand  for  war  supplies  that 
will  arise,  it  will  probably  be  necessary  to 
provide  for  the  construction  of  new  plant  or 
important  extensions  to  existing  plant  and 
equipment.  Particularly  if  business  men  ex- 
pect the  war  to  be  of  short  duration  they 
will  not  be  willing  to  assume  the  risks  of 
making  the  new  investment  required  with  an 
excess  profits  tax  as  drastic  as  that  which 
we  are  proposing,  unless  they  can  see  an 
opportunity  of  being  able  to  amortize  their 
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costs  over  a reasonable  period.  Special  provi- 
sion, therefore,  will  have  to  be  made  for  this 
problem. 

The  corporation  income  tax  rate  is  also  to 
be  raised  from  15  per  cent  to  18  per  cent, 
and  in  the  case  of  consolidated  returns,  from 
17  per  cent  to  20  per  cent.  Thus,  regardless 
of  whether  a;  corporation  makes  sufficient 
profits  to  bring  it  under  the  excess  profits 
tax,  it  will  in  future  be  required  to  pay  an 
additional  3 per  cent  on  its  net  income. 

All  individuals  subject  to  income  tax  will 
be  required  in  future  to  pay  a war  surtax 
equal  to  20  per  cent  of  their  ordinary  income 
tax.  That  is  to  say,  after  calculating  income 
tax  under  the  present  schedule  of  rates,  an 
additional  20  per  cent  of  the  tax  bill  will 
be  payable  as  a war  surtax.  This  increase 
will  be  payable  next  year  in  respect  of  incomes 
earned  in  the  year  1939  and  fiscal  periods 
ending  therein. 

As  is  usual  in  war-time  budgets,  we  are 
also  recommending  certain  increased  levies 
on  articles  that  are  commonly  regarded  as 
being  in  the  category  of  luxuries.  Excise 
duties  on  spirits  have  traditionally  played  an 
important  part  in  our  revenue  system  and 
have  been  lowered  in  the  last  few  years. 
We  are  now  recommending  that  the  present 
rates  of  $4  and  S5  per  gallon  respectively  on 
domestic  and  imported  liquors  should  be  in- 
creased to  $7  and  $8  per  gallon  respectively, 
the  rates  which  were  in  force  prior  to  the 
reductions  in  1935.  In  the  case  of  Canadian 
brandy,  the  existing  $3  rate  will  be  moved 
up  to  $6  with  an  equal  increase  on  the 
duty  on  imported  brandy.  Beer  will  bear  an 
additional  levy  by  means  of  an  increase  in 
the  rate  of  tax  on  malt  from  6 cents  to  10 
cents  per  pound.  On  beer  brewed  from  sub- 
stances other  than  malt  the  existing  rate  of 
22  cents  per  gallon  will  be  increased  to  30 
cents.  The  rate  on  malt  syrup  is  also  to 
be  increased  from  10  cents  to  15  cents  per 
pound.  Appropriate  changes  will  also  be 
made  in  the  rates  applying  to  imports  of 
the  foregoing.  Wines  which  now  bear  the 
rate  of  7i  cents  per  gallon  will  in  future  pay 
15  cents,  and  in  the  case  of  champagne  and 
sparkling  wines  the  existing  75  cents  per 
gallon  will  be  raised  to  $1.50  with  equivalent 
increases  on  the  imported  product.  Cigarettes 
will  in  future  bear  a tax  of  $5  per  thousand, 
an  increase  of  $1  per  thousand  over  the 
present  rates,  and  the  tax  on  manufactured 
tobacco  will  be  increased  from  20  cents  to  25 
cents  per  pound. 

As  we  are  not  recommending  any  lowering 
of  the  existing  level  of  personal  exemptions 
under  the  tax  on  individual  incomes,  it  is 
considered  that  all  our  citizens  may  properly 


be  asked  to  make  some  contribution  to  the 
treasury  for  the  prosecution  of  the  war, 
through  their  purchases  of  tea  and  coffee. 
Both  are  wholly  imported  commodities,  and 
an  increase  in  customs  duties  would  therefore 
be  wholly  for  revenue  purposes.  Accordingly, 
we  are  recommending  that  in  the  case  of 
coffee,  of  which  the  greater  part  of  our 
imports  now  comes  in  free,  an  increase  of 
10  cents  per  pound  shall  be  imposed  under  all 
tariffs.  With  regard  to  tea,  the  greater  part 
of  our  present  imports  now  pays  4 cents  per 
pound.  It  is  proposed  to  add  to  existing  rates 
5 cents  per  pound  in  respect  of  tea  invoiced 
at  less  than  35  cents  per  pound,  7i  cents  in 
respect  of  tea  invoiced  at  35  cents  per  pound 
or  more  but  at  less  than  45  cents  per  pound, 
and  10  cents  per  pound  in  respect  of  tea 
invoiced  at  45  cents  per  pound  or  more. 

In  view  of  the  increased  levies  on  alcoholic 
beverages  and  on  tea  and  coffee,  it  seems 
proper  that  some  additional  taxes  should  be 
imposed  in  respect  of  soft  drinks.  It  is 
proposed,  therefore,  to  place  a tax  of  2 cents 
per  pound  on  carbonic  acid  gas  and  similar 
preparations  used  in  the  manufacture  of  non- 
alcoholic beverages.  There  will  be  no  increase 
in  the  sales  tax  but  the  base  of  this  tax  will 
be  broadened  by  removing  from  the  schedule 
of  exemptions  electricity  and  gas  used  for 
domestic  purposes,  salted  or  smoked  meats, 
and  canned  fish. 

All  changes  under  the  Excise  Act,  the 
Special  War  Revenue  Act,  and  the  Customs 
Tariff  are  to  be  effective  as  of  this  date, 
except  in  the  case  of  the  increases  in  excise 
and  customs  duties  on  spirits  including  brandy 
which  are  to  be  effective  as  of  September  3, 
1939.  I may  say  that  that  was  the  date  of 
the  declaration  of  war  by  Great  Britain. 

From  these  special  war  levies  it  is  estimated 
that  we  shall  derive  approximately  $21,000,000 
during  the  remainder  of  the  present  fiscal 
year.  In  this  connection  it  must  be  remem- 
bered that  the  revenues  due  to  the  increases 
in  the  individual  and  corporate  income  taxes 
and  the  levy  of  an  excess  profits  tax  will  not 
be  coming  into  the  treasury  until  our  next 
fiscal  year.  In  any  case  it  is  impossible  to 
predict  what  the  yield  of  the  excess  profits 
tax  will  be  in  its  first  year  of  operation,  and 
I shall  not  even  hazard  a conjecture.  How- 
ever, excluding  this  new  impost,  it  is  estimated 
that  on  the  basis  of  a full  year’s  operations 
but  without  assuming  any  increase  in  produc- 
tion and  incomes  as  compared  with,  say,  1938 
or  1939,  the  other  new  changes  being  made  in 
our  tax  structure  should  produce  a revenue  of 
approximately  $62,000,000.  I have  already 
indicated  our  view  that  after  a short  period  of 
hesitation  and  quietness  it  is  very  likely  that 
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business  will  improve  and  that  under  the 
impact  of  war  demand  productive  activity 
and,  consequently,  individual  and  business 
incomes,  will  rise  substantially.  If  such  a 
forecast  should  prove  to  be  correct  it  is  clear 
that  the  new  taxes  and  the  tax  increases  now 
being  imposed  will  at  a somewhat  later  stage 
produce  a substantially  higher  return  than  the 
estimate  which  I have  just  given  of  their 
yield  in  a year  like  1938  or  1939,  Not  only 
that,  but  if  and  when  our  economy  begins  to 
expand  to  the  stage  of  full  production  and 
employment,  the  yield  from  our  existing  tax 
structure  will  rise  more  than  proportionately. 

If  there  are  any  hon.  members  whose  first 
impression  was  that  our  tax  proposals  were 
drastic,  the  estimate  I have  given  of  the 
moderate  increase  in  revenue  which  will  accrue 
to  the  treasury  this  year  to  meet  the  expendi- 
tures provided  for  in  the  war  appropriation 
bill  should  serve  to  correct  that  impression. 
On  the  other  hand,  the  estimate  for  a full 
year’s  operation  of  the  new  taxes  and  the  con- 
siderations which  I have  mentioned  in  regard 
to  the  effect  of  expanding  production  and 
incomes  on  our  new  tax  system  as  a whole 
should  make  it  clear  that  we  are  endeavouring 
to  avoid  oft-repeated  mistakes  in  war  finance 
and  striving  to  carry  the  pay-as-you-go  policy 
as  far  as  is  practicable.  The  government 
believes  that  it  has  made  sound  and  courageous 
decisions.  It  believes  that  the  house  will 
approve  these  decisions.  It  is  confident  that 
all  sections  of  the  public  will  bear  the  sacrifices 
asked  of  them  in  the  knowledge  that  they 
are  necessary  to  the  successful  outcome  of  the 
struggle  to  which  we  are  committed. 

We  are  engaged  in  a grim  and  serious  busi- 
ness. Modern  war  is  a conflict  in  which  whole 
nations  are  pitted  against  one  another.  The 
issue  may  be  decided  not  by  the  relative 
strength  of  armed  forces  but  by  the  magni- 
tude and  efficient  use  of  economic  power  and 
by  the  test  of  human  nerves,  the  strength  of 
the  will  of  peoples  to  bear  burdens  and  stand 
strains.  No  one  can  doubt  the  courage  and 
the  moral  strength  of  the  Canadian  people. 
But  this  courage  and  strength  must  be  shown 
at  home  as  well  as  on  the  field  of  battle. 
Our  war  effort  on  the  economic  side  must  ex- 
tend throughout  the  country  from  the  city 
factory  to  the  farthest  frontier  farm  and  mine. 
Our  people  will,  we  are  confident,  bear  their 
burdens  with  fortitude,  and  pursue  their  re- 
spective tasks  with  a determination  to  let 
nothing  interfere  with  maximum  efficiency. 
In  carrying  the  financial  burden,  every  one 
of  our  people  can  and  will  contribute  to  the 
victory  of  the  freedom  and  the  justice  for 
which  we  fight. 


RESOLUTIONS 

Mr.  Speaker,  I beg  to  give  notice  that  when 
we  are  in  committee  of  ways  and  means  I 
shall  move  the  following  resolutions: 

THE  CUSTOMS  TARIFF 

Resolved,  that  it  is  expedient  to  introduce 
a measure  to  amend  Schedule  A to  the  Customs 
Tariff  and  amendments  thereto,  and  to  provide: 

1.  That  there  shall  be  levied,  collected  and 
paid  on  the  following  goods,  whether  dutiable 
or  not  dutiable,  when  imported  from  any  coun- 
try, the  additional  rates  of  duties  of  Customs 
hereinafter  specified: 

(a)  Whisky,  brandy,  rum,  gin  and  all  other 
goods  specified  in  Customs  Tariff  Items  156,  156a 
and  156b — $3  per  gallon  of  the  strength  of  proof. 

(b)  Ale,  beer,  porter  and  stout — 9 cents  per 
gallon. 

(c)  Wines  of  all  kinds,  except  sparkling 
wines,  containing  not  more  than  forty  per  cent 
of  proof  spirit — cents  per  gallon. 

(d)  Champagne  and  all  other  sparkling  wines 
— 75  cents  per  gallon. 

(e)  Manufactured  tobacco  of  all  descriptions 
except  cigars,  cigarettes  and  snuff — 5 cents  per 
pound. 

(f)  Cigarettes  weighing  not  more  than  three 
pounds  per  thousand — $1  per  thousand. 

(g)  Tea,  when  the  value  for  duty  thereof 
under  the  provisions  of  the  Customs  Act: 

(i)  is  less  than  35  cents  per  pound — 5 cents 
per  pound. 

(ii)  is  35  cents  or  more  but  less  than  45  cents 
per  pound — cents  per  pound. 

(iii)  is  45  cents  or  more  per  pound — 10  cents 
per  pound. 

(h)  All  goods  specified  in  Customs  Tariff  item 
25a — 10  cents  per  pound. 

(i)  All  goods  specified  in  Customs  Tariff  Item 
26  except  coffee,  roasted  or  ground — 10  cents 
per  pound. 

(j)  Coffee,  green,  and  coffee,  roasted  or 
ground — 10  cents  per  pound. 

2,  (1)  That  any  enactment  founded  upon  the 
foregoing  resolution  relating  to  item  (a)  shall 
be  deemed  to  have  come  into  force  on  the  third 
day  of  September,  one  thousand  nine  hundred 
and  thirty-nine,  and  to  have  applied  to  all  goods 
imported  or  taken  out  of  warehouse  for  con- 
sumption on  and  after  that  date,  and  to  have 
applied  to  goods  previously  imported  for  which 
no  entry  for  consumption  was  made  before  that 
date. 

(2)  That  any  enactment  founded  upon  the 
foregoing  resolution  relating  to  items  (b),  (c), 
(d),  (e),  (f),  (g)>  (h)>  (i)  and  (j)  shall  be 
deemed  to  have  come  into  force  on  the  twelfth 
day  of  September,  one  thousand  nine  hundred 
and  thirty-nine,  and  to  have  applied  to  all  goods 
imported  or  taken  out  of  warehouse  for  con- 
sumption on  and  after  that  date,  and  to  have 
applied  to  goods  previously  imported  for  which 
no  entry  for  consumption  was  made  before  that 
date. 

EXCISE  ACT 

Resolved,  that  it  is  expedient  to  introduce  a 
measure  to  amend  the  schedule  to  the  Excise 
Act.  1934.  as  enacted  by  chapter  thirty-seven 
of  the  statutes  of  1936  and  to  provide:  — 
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1.  That  the  duty  of  excise  on  spirits  distilled 
in  Canada  be  increased  from  $4  to  ,$7  per  proof 
gallon. 

2.  That  the  duty  of  excise  on  Canadian  brandy 
be  increased  from  $3  to  $6  per  proof  gallon. 

3.  That  the  duty  of  excise  upon  all  beer  or 
malt  liquor  brewed  in  whole  or  in  part  from 
any  substance  other  than  malt  be  increased  from 
twenty-two  cents  to  thirty  cents  per  gallon. 

4.  That  the  duty  of  excise  on  malt  manufac- 
tured or  produced  in  Canada  or  imported  be 

‘increased  from  six  cents  to  ten  cents  per  pound. 

5.  That  the  duty  of  excise  on  malt  syrup 
suitable  for  the  brewing  of  beer  manufactured 
or  produced  in  Canada  be  increased  from  ten 
cents  to  fifteen  cents  per  pound  and  malt  syrup 
imported  into  Canada  and  entered  for  con- 
sumption be  increased  from  sixteen  cents  to 
twenty-one  cents  per  pound. 

6.  That  the  duty  of  excise  on  tobacco  of  all 
descriptions  manufactured  in  Canada,  except 
cigarettes,  be  increased  from  twenty  cents  to 
twenty-five  cents  per  pound  actual  weight. 

7.  That  the  duty  of  excise  on  cigarettes  manu- 
factured in  Canada,  weighing  not  more  than 
three  pounds  per  thousand,  be  increased  from 
$4  per  thousand  to  $5  per  thousand. 

8.  (1)  That  any  enactment  founded  on  resolu- 
tions 1 and  2 hereof  shall  be  deemed  to  have 
come  into  force  on  the  third  day  of  September, 
one  thousand  nine  hundred  and  thirty-nine. 

(2)  That  any  enactment  founded  on  resolu- 
tions 3,  4,  5,  6 and  7 hereof  shall  be  deemed  to 
have  come  into  force  on  the  twelfth  day  of 
September  one  thousand  nine  hundred  and 
thirty-nine. 

SPECIAL  WAR  REVENUE  ACT 

Resolved,  that  it  is  expedient  to  introduce 
a measure  to  amend  the  Special  War  Revenue 
Act,  chapter  one  hundred  and  seventy-nine  of 
the  Revised  Statutes  of  Canada  1927  and  amend- 
ments thereto  and  to  provide: — 

1.  That  subsection  1 of  Section  83  of  the 
said  Act  be  struck  out  and  replaced  by  the 
following: 

‘T.  There  shall  be  imposed,  levied  and  col- 
lected the  following  excise  taxes: 

(a)  a tax  of  fifteen  cents  per  gallon  on  wines 
of  all  kinds,  except  sparkling  wines,  containing 
not  more  than  forty  per  cent  of  proof  spirit; 

(b)  a tax  of  one  dollar  and  fifty  cents  per 
gallon  on  champagne  and  all  other  sparkling 
wines.” 

2.  That  Schedule  II  to  the  said  Act  be 
amended  by  adding  thereto  as  paragraph  4 
thereof  the  following: 

“4.  Carbonic  acid  gas  and  similar  prepara- 
tions to  be  used  for  aerating  non-alcoholic 
beverages. . .two  cents  per  pound.” 

3.  That  Schedule  III  to  the  said  Act  being 
the  list  of  articles  exempted  from  the  consump- 
tion or  sales  tax  be  amended 

(a)  by  striking  out  under  the  heading  of 
“Foodstuffs”  in  the  sixth  line  the  words:  “Fish 
and  products  thereof;”  and  replacing  them  by 
the  following  words:  “Fish  and  products  thereof, 
not  to  include  canned  fish;” 

(b)  by  striking  out  under  the  heading  of 
“Foodstuffs”  in  the  tenth  and  eleventh  lines 
the  words:  “Meats,  salted  or  smoked  (not  to 
include  the  same  when  chopped,  ground,  par- 
boiled or  spiced)  ;” 


(c)  by  striking  out  under  the  heading  of 
“Miscellaneous”  in  the  first  line  the  word 
“Electricity”  and  replacing  it  by  the  follow- 
ing words:-  “Electricity,  except  when  used  in 
dwellings;” 

(d)  by  striking  out  under  the  heading  of 
“Miscellaneous”  in  the  fourth  and  fifth  lines  the 
words:  “Gas  manufactured  from  coal,  calcium 
carbide  or  oil  for  illuminating  or  heating  pur- 
poses;” and  replacing  them  by  the  following 
words:  “Natural  gas  and  gas  manufactured 
from  coal,  calcium  carbide  or  oil  for  illumin- 
ating or  heating  purposes,  except  when  used  in 
dwellings;” 

4.  That  any  enactment  founded  on  this  reso- 
lution shall  be  deemed  to  have  come  into  force 
on  the  twelfth  day  of  September,  one  thousand 
nine  hundred  and  thirty-nine  and  to  have  applied 
to  all  goods  imported  or  taken  out  of  ware- 
house for  consumption  on  and  after  that  date 
and  to  have  applied  to  goods  previously  im- 
ported for  which  no  entry  for  consumption  was 
made  before  that  date. 

INCOME  TAX 

Resolved,  that  it  is  expedient  to  amend  the 
Income  War  Tax  Act  to  provide — 

1.  That  a war  surtax  of  20  per  centum  of  the 
total  income  tax  otherwise  payable  under  the 
said  Act  be  imposed  upon  all  persons  other 
than  corporations. 

2.  That  the  rate  of  tax  applicable  to  corpora- 
tions and  joint  stock  companies,  except  those 
filing  consolidated  returns,  be  increased  from 
15  to  18  per  centum. 

3.  That  the  rate  of  tax  applicable  to  corpora- 
tions and  joint  stock  companies  which  file 
consolidated  returns  under  the  said  Act  be 
increased  from  17  to  20  per  centum. 

4.  That  voluntary  donations  to  approved 
patriotic  organizations  and  institutions  in  Can- 
ada during  the  present  war  be  allowed  as  a 
deduction  from  income,  up  to  50  per  centum 
of  the  net  taxable  income  of  the  taxpayer. 

5.  (1)  That  the  amendments  proposed  in 
resolutions  1 and  4 hereof  be  applicable  to  the 
income  of  1939  and  all  fiscal  periods  ending 
therein  and  of  subsequent  periods. 

(2)  That  the  amendments  proposed  in  reso- 
lutions 2 and  3 hereof  be  applicable  to  the 
income  of  1940  and  all  fiscal  periods  ending 
therein  after  March  31,  1940,  and  of  subsequent 
periods. 

EXCESS  PROFITS  TAXATION  ACT 

Resolved,  that  it  is  expedient  to  enact  an 
Excess  Profits  Taxation  Act  to  provide — 

1.  That  an  excess  profits  tax  be  levied  on 
the  profits  of  all  businesses,  whether  incor- 
porated or  not,  the  said  tax  to  apply  to  profits 
in  excess  of  5 per  centum  of  the  amount  of 
capital  employed  by  the  taxpayer  in  the  busi- 
ness, and  to  be  graduated  at  the  following  rates: 
on  profits  in  excess  of  5 per  cent  but  not 
exceeding  10  per  cent  of  the  capital  employed 
— 10  per  cent; 

on  profits  exceeding  10  per  cent  but  not  exceed- 
ing 15  per  cent  of  the  capital  employed — 20  per 
cent; 

on  profits  exceeding  15  per  cent  but  not  exceed- 
ing 20  per  cent  of  the  capital  employed — 30  per 
cent; 
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on  profits  exceeding  20  per  cent  but  not  exceed- 
ing 25  per  cent  of  the  capital  employed — 40  per 
■cent; 

on  profits  exceeding  25  per  cent — 60  per  cent; 

and  that  the  said  excess  profits  tax  be  in  addi- 
tion to  the  tax  imposed  upon  the  taxpayer  under 
the  Income  War  Tax  Act,  but  that  any  tax 
payable  by  the  taxpayer  under  the  Income  War 
Tax  Act  in  respect  of  the_  profits  of  the  same 
business  for  the  corresponding  period  be  deduct- 
ible as  an  expense  for  the  purposes  of  computing 
the  profits  to  be  assessed  under  the  excess 
profits  tax. 

2.  That  an  alternative  excess  profits  tax  be 
imposed  upon  the  profits  of  all  businesses, 
whether  incorporated  or  not,  taxing  at  the  rate 
of  50  per  centum  all  profits  or  income  in  excess 
of  the  average  income  of  the  taxpayer  for  the 
four  years  1936,  1937,  1938  and  1939,  or  the 
four  fiscal  periods  of  the  taxpayer  ending  in 
such  years; 

And  that  the  said  alternative  excess  profits 
^x  of  50  per  centum  be  in  addition  to  the  tax 
imposed  upon  the  taxpayer  in  respect  of  the 


same  profits  under  the  Income  War  Tax  Act, 
but  that  any  tax  payable  by  the  taxpayer  under 
the  Income  War  Tax  Act  in  respect  of  that 
portion  of  his  profits  which  is  in  excess  of 
the  aforesaid  average  profits  shall  be  deductible 
as  an  expense  for  the  purpose  of  computing  the 
net  excess  profits  to  be  assessed  at  the  aforesaid 
rate  of  50  per  centum. 

3.  That  the  tax  proposed  in  resolution  2 hereof 
be  an  alternative  to  the  tax  proposed  in  reso- 
lution 1 hereof,  and  the  taxpayer  shall  have 
the  right  to  elect  to  be  taxed  either  upon  the 
basis  of  the  tax  proposed  in  resolution  1 hereof 
or  upon  the  basis  of  the  tax  proposed  in  reso- 
lution 2 hereof. 

4.  That  the  governor  in  council  may  provide 
by  regulation  for  the  depreciation  and  amortiza- 
tion of  new  plant  and  equipment  which  may  be 
deemed  necessary  to  fulfil  orders  for  war 
purposes. 

5.  That  this  act  shall  be  applicable  to  the  year 
1940  and  fiscal  periods  ending  therein  after 
March  31,  1940,  and  all  subsequent  periods. 


•'?'  ' ■ 


‘f 


I 


A 


